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Recently, the Commission gpproved retall access pilot programs for Virginia Power and
American Electric Power. Hoping to take advantage of the public education and opportunities for
publicity, Rappahannock voluntarily filed this gpplication. At hearing, the parties offered a stipulation
agreement, which purports to be afair and reasonable resolution of al of the issues presented in this
proceeding.

HISTORY OF THE CASE

On February 8, 2000, Rappahannock Electric Cooperative (* Rappahannock” or
“Cooperaive’), by counsd, filed an Application for gpprova of an eectricity retail access pilot program
(“Pilot Program”). As proposed, Rappahannock’s Pilot Program was designed to offer up to 875 of
itsresdential customers, 15-20 of its small commercia customers, and 1-10 of itsindustrial customers
the opportunity to select an energy service provider other than the Cooperative.? Rappahannock
estimated that Pilot Program participants would represent approximately five megawaits of load®> On
February 29, 2000, the Commission issued its Order Establishing Procedural Schedule in this
proceeding in which it directed the Cooperative to give notice, established a procedura schedule,
assigned the matter to a Hearing Examiner, and scheduled the matter for public hearing on May 18,
2000.

Protestants in this case include (i) Bear Idand Paper Company, L.P. (“Bear Idand”),
(if) Virginia Electric and Power Company (“Virginia Power”), and Michd A. King. On March 31,
2000, the Divison of Consumer Counsdl, Office of the Attorney Generd (“Attorney Generd”) advised
the Commission and the parties that it intended to participate in this proceeding.

On April 20, 2000, Rappahannock filed a Motion for Partid Suspension of Procedura
Schedule. In its motion the Cooperative asked that the scheduled May 18, 2000, hearing date be
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convened soldly for the purpose of recaiving public comments and thet dl other dates in the procedura
schedule be suspended to provide the parties an opportunity to resolve the remaining issues. Hearing
Examiner Rulings dated April 20, 2000, and May 16, 2000, granted Rappahannock’ s motion and
rescheduled the evidentiary hearing for June 21, 2000.

Hearings were convened on May 18, 2000, and June 21, 2000. Representing Rappahannock
at these hearings were James P. Guy, 11, Esquire; John A. Pirko, Esquire and J. R. Yeaman, I,
Esquire. Kodwo Ghartey-Tagoe, Esquire, and Karen L. Bell, Esquire,” gppeared on behdf of Virginia
Power. Michd A. King® appeared pro se. Rebecca W. Hartz, Esquire, and John F. Dudley, Esquire,”
appeared on behaf of the Attorney General. Sherry H. Bridewdll, Esquire, and C. Renae Carter,
Esquire, appeared on behdf of the Staff. Transcripts of both hearings are filed with this Report.

SUMMARY OF THE RECORD

The purpose of Rgppahannock’ s Pilot Program is to give customers “an opportunity to gain
experience in sdecting aretail supplier of dectricity generation services.”® Through the Pilot Program
Rappahannock intended “to collect vauable information about and gain experience with the
infrastructure and procedures necessary to support a competitive market for generation servicesin
Virginia”® Furthermore, Rappahannock sought to implement its Pilot Program at approximately the
sametime Virginia Power and American Electric Power implement their pilot programsin Virginia. The
Cooperdive beieved tha timing its Filot Program to begin with the other Virginia pilot programs would
permit Rappahannock “to take advantage of mutualy beneficia public education and publicity
opportunities™

Consequently, Rappahannock proposed to offer the opportunity to select an energy service
provider other than the Cooperative to about 1.3% of its 70,500 customers. As originaly submitted,
Rappahannock planned to limit the number of participants solicited to 2,000 randomly chosen
resdentia customers, 100 randomly chosen smal commercid customers, and al 125 industriad
customers.™ If theinitia solicitation failed to produce the desired level of participation (i.e., 875
resdentia customers, 15-20 smal commercid customers, and 1-10 industrid customers), then an
additional 1,000 randomly sdlected residentia customers would be solicited. ™

* Mr. Pirko appeared only at the May 18, 2000, hearing.
> Ms. Bell appeared only at the June 21, 2000, hearing.

® Mr. King appeared only at the May 18, 2000, hearing.

" Mr. Dudley appeared only at the June 21, 2000, hearing.
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Rappahannock further submitted that it would prepare alist of Filot Program participants and
make thisligt available to competitive energy service providers. Each participant would be given sixty
days to sdlect a competitive energy service provider or be replaced as a Pilot Program participant.™
Participants would have the right to switch energy service providers once every sixty days.

For purposes of its Pilot Program, Rappahannock offered unbundled rates for Schedule A
(Farm, Home and Civic Service), Schedule B (Smal Generd Service), and Schedule LP (Large Power
Service).™ Generdly, Rappahannock unbundled its rates by subtracting whet it determined to be the
unit prices for purchased power from the bundled rate to arrive at a distribution ddlivery charge® To
the digtribution delivery charge, Rappahannock added awires charge, caculated to equa the
Cooperative s above market power costs.” Thus, under Rappahannock’s proposed methodology, the
sum of unbundled rates for distribution delivery service, wires charge, tranamission, and market
generation equals the bundled rates of the Cooperative.’®

On February 8, 2000, dong with its Application, Rappahannock filed the direct testimony of
fivewitnesses™® Cexil E. Viverette, Jr., president of Rappahannock, provided general background
information and an overview of Rappahannock.® Mr. Viverette dso offered an overview of the
Cooperative s Pilot Program and its goas® Kent D. Farmer, vice president and chief operating officer
of Rappahannock, explained the structure of Rgppahannock’ s Pilot Program, including the
Cooperative's proposed terms and conditions D. Richard Beam, manager of power supply at Old
Dominion Electric Cooperative, discussed load profiling and the balancing and settlement process®
James H. Drzemiecki, director in the strategic change utilities practice of PricewaterhouseCoopers
L.L.P., supported the proposed stranded cost quantification mechanisms and Rappahannock’s
proposed unbundled retail rates® Jack D. Gaines, vice president and manager of the utility rate and
financid services department of Southern Engineering Company, developed the methodology for
unbundling Rappahannock’s retail rates® Mr. Gaines also prepared the unbundled cost of service
study for the Cooperative.?®
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On May 17, 2000, Rappahannock filed the Supplementa Direct Testimony of Mr. Beam.”’ In
his supplementa testimony, Mr. Beam adopted portions of the prefiled direct testimony of Daniel M.
Walker pertaining to the operation of Old Dominion Electric Cooperative®

On June 5, 2000, the Steff filed the testimony of four witnesses. Howard M. Spinner, senior
utilities andy4t, divison of energy regulaion, offered severd recommendations regarding
Rappahannock’ s Pilot Program. First, Mr. Spinner agreed with the Cooperative s recommended pilot
sze of approximately 1.3% of itsretail customersor 5 MW of itsload.®® Second, Mr. Spinner
maintained that Rappahannock’ s proposed market price projection methodology should be rejected.®
Instead, Mr. Spinner proposes a market price projection methodology congstent with the methodology
utilized in Virginia Power’s pilot program.®* Third, Mr. Spinner commented on the structure of
Rappahannock’ swires charges® Asarule, Mr. Spinner believes that wires charges should vary by
season. Nonetheless, because the current rate structure for Rappahannock does not vary by season,
and because wires charges are not permitted to fall below zero, in this case Mr. Spinner supported
wires charges that do not vary by season.® Fourth, Mr. Spinner accepted Rappahannock’ s proposed
program for load profiling and recommended that the Cooperative be required to track and report to
the Staff the results of physical and financia settlements with each marketer.® Finaly, Mr. Spinner
endorsed Rappahannock’ s proposed program for metering and billing, subject to the modifications
proposed by Staff witness Henderson.*

Rosemary M. Henderson, senior utilities andyd, division of energy regulation, addressed (i)
retail rate unbundling and Rappahannock’ s underlying cost of service study, and (i) the terms and
conditions for service proposed by Rappahannock for its Pilot Program. Ms. Henderson took issue
with the cost of service study used by Rappahannock in thiscase. Specificaly, Ms. Henderson
questioned the use of projected power costs and the inclusion of certain expenses related to the LP-2
class®* Ms. Henderson recommended that “[i]f the Commission approves alevel of power cost
different than presented in the Cooperative s gpplication, a copy of a cost of service study including the
revised power costs and the remova of LP-2 expenses should be filed with any revised tariffs to reflect
this change.”®’
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Ms. Henderson recommended severa changes to Rappahannock’ s proposed terms and
conditions. First, Ms. Henderson asserted that Rappahannock’ s proposed $140 annual fee charged to
competitive energy providers be reduced to a one-time fee of $50.* Second, Ms. Henderson opposed
imposition of an unspecified fee on Filot Program participants when they change from one competitive
energy provider to another.®® Third, Ms. Henderson disagreed with Rappahannock’ s proposed new
charge for Pilot Program participants that request off-cycle meter readings™ Finally, Ms. Henderson
offered comments on severa terms and conditionsincluding: (i) responghilities of energy service
providers, (ii) load profiling, baancing and settlement, (iii) information provided by Rappahannock at
enrollment, (iv) customer enrollment by an energy service provider, (v) specid conditions relating to the
Rilot Program, (vi) metering and meter services, (vii) customer hilling, (viii) collections, and (ix) dectric
line extensions and ingtallations™

Diane W. Jenkins, principa research andy<, divison of economics and finance, addressed the
gtatus of the interim rules regarding retail access pilot programs, consumer educetion, standards for
electronic data interchange, Rappahannock’ s proposed customer enrollment process, and reporting
requirements for the Cooperative's Pilot Program.*? Ms. Jenkins presented five recommendations
concerning Rappahannock’ s Pilot Program.®® First, Rappahannock should be reguired to conform its
Pilot Program rules to the rules adopted by the Commission in Case No. PUE980812.* Second, the
Customer Education Working Group’s Consumer Education Plan should be adopted for
Rappahannock’s Pilot Program.*® Third, the Commission should adopt and all energy suppliers
participating in Rappahannock’ s Pilot Program should adhere to electronic data interchange guiddines
as developed by the Virginia Electronic Data Transfer Working Group.*® Fourth, residentia customers
should not be classfied as Pilot Program participants until they have enrolled with a competitive energy
sarvice provider.*” Lastly, Rappahannock should be directed to provide semi-annual reports to the
Commission regarding its Pilot Program containing information as may be directed by Staff.*

The find Staff witness, Patrick W. Carr, principa public utility accountant, divison of public
utility accounting, analyzed the Strategic Plan Initiative (“ SPI”) of Old Dominion Electric Cooperative
(“ODEC”") and itsimpact on Rappahannock and its customers.® Mr. Carr expressed Staff’ s concern
that the SPI, which is designed to recover ODEC' s stranded costs by January 1, 2004, places
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Rappahannock’ s customers at risk of overpaying these costs™ The Virginia Generd Assembly
provided al eectric utilities operating in Virginia, including Rappahannock, with the opportunity to
recover stranded costs through the operation of capped rates, which may be in place through 2007, and
through the operation of wires charges, which are designed to recover stranded costs from customers
purchasing electricity from competitive energy service suppliers® Conseguently, Rappahannock may
find itsdlf in the pogtion of having recovered al of its sranded cogts through the SPI, but continuing to
use legidatively mandated capped rates and wires charges.

On June 12, 2000, Rappahannock prefiled the rebutta testimony James. H. Drzemiecki.
However, Mr. Drzemiecki’ s rebuttal testimony was not offered into evidence at the hearing.>

At hearing, Rappahannock, the Staff, the Attorney Generd, and Mr. King (collectively,
“Stipulating Participants’) jointly submitted a proposed Stipulation (“ Stipulation™), which resolved dl of
the issues in this case>® More specificaly, the Stipulation states:

The Stipulating Participants believe that this Stipulation will result in a
fair and reasonable resolution of dl of the currently outstanding issuesin
Rappahannock’ s Filot Program; will provide for just and reasonable
market prices, by customer class, that will be used to set the “Wires
Charges’ for participantsin the Filot Program; will establish aFilot
Program of asize and scope to hep Virginid s preparations for the
trangtion to retail competition; will dlow the Stipulating Participants to
move ahead with implementing the Pilot Program as directed by the
Commission, aswell as sudying issues reated to the trangtion to a
competitive eectric market as provided in the recently enacted Virginia
Electric Utility Restructuring Act of 1999 (the “Act”); and will efficiently
and expeditioudy resolve the issues presented in this proceeding.>

In addition, the only other partiesto this case, Virginia Power and Bear Idand signed statements
atached to the Stipulation stating that they had reviewed the Stipulation and did not object.>

Among other things, the Stipulating Participants agreed as follows:
1. Market Prices for Generation — Rather than choosing a specific methodology for

determining market prices, the Stipulating Participants adopted market prices, which
they believe are consstent with those developed for use in Virginia Power’ s Filot
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Program.®® These prices are $0.04766 per kWh for residential customers, $0.04363
per kWh for small commercia customers, and $0.03684 for industrial customers.™

Precedentid Effect — Thefind order to beissued in this case should contain adisclamer
asto the precedentia effect of actions taken and policies established in this case®

Reporting Requirements — Rappahannock agreed to develop and implement reporting
requirements cons stent with the Commission’s Interim Pilot Rules, as adopted in Case
No. PUE980812, and agreed to provide the information requested by Staff.>

Cost of Service Study — The Cooperative agreed to file arevised cost of service sudy
and revised tariffsto reflect July 1, 1999, generation codts, stipulated market prices, and
exclusion of Bear Idand distribution plant.*

Pilot Program Size — The sze of Rappahannock’s Pilot Program will be as proposed by
the Cooperative.™

Subscription Mechanism — All customers solicited will be digible to shop. Solicitations
will continue until 875 customers sdect a competitive energy service provider. The
solicitations will be timed to occur 90 days after theinitid solicitation and a 60-day
intervals thereafter.%? Request to Participate postcards will be mailed to customers and
will be available in Rappahannock’ s business offices.®

Interruptible Customers — Interruptible customers that €lect a competitive energy service
provider and then eect to return to Rappahannock for energy service, will be permitted
to return as an interruptible customer.®

Fees, Terms and Conditions — Rappahannock stipulated that it will conform al charges,
fees and alocations with the Interim Pilot Rules adopted in Case No. PUE990812.%
Furthermore, the Cooperative agreed: (i) to remove annua regidtration requirements
and annual fees for competitive energy service providers, (ii) to clarify that charges for
the use of advanced metering will be determined as described in Rappahannock’s

%1d. at 2-3.
51d.

®|d. a 3.
“d. at 3-4.

®1d. at 4, 5.

L |d. at 4.
%2|d. at 4-5.
®d. at 7.
®|d. at 5.
|d. at 6.



Generd Terms and Conditions, (iii) to eiminate the proposed charge for off-cycle meter
readings, and (iv) to inditute a one-time registration fee of $50 for competitive energy
service providers for the Pilot Program.®

9. ODEC's SPI — Stipulating Participants neither endorse nor oppose ODEC's SPI.%/

10. Customer Payment History — The Pilot Program will be amended to state that “[u]nder
no circumstances will the Cooperative release customer payment history or credit
information to [competitive energy service providers] without the customer’s
authorization.”®

11.  Transportation Service — Competitive energy service providers will be responsible for
al trangportation services, including ancillary services, needed to deliver energy to its
customers.®

12. Rappahannock as an Energy Service Provider — Neither Rappahannock nor any
wholly-owned subsdiary will participate in the Pilot Program as a competitive energy
service provider.”™

The Stipulating Participants viewed the Stipulation as an interrdlated package.”* Therefore, in
the event the Hearing Examiner or Commisson determines not to accept and gpprove the Stipulation in
its entirety, the Stipulating Participants asked that they be given the opportunity to either negotiate a
modified stipulation or be permitted to withdraw support for the Stipulation and to litigate these issues.”
In addition, the Stipulating Participants agreed to the admission of al prefiled direct and supplementa
direct testimony into the record without cross-examination, unless the Hearing Examiner or Commission
determines not to accept and approve the Stipulation in its entirety.” A copy of the Stipulation is
attached to this report.

Consequently, at hearing, dl prefiled direct and supplementa direct testimony was marked and
entered into the record without cross-examination.

DISCUSSION

.
1d. at 7.
.
4.
4.
11d. at 8.
2.
Bd.



Based on Rappahannock’ s gpplication and based upon areview of the record, | find that the
Stipulation offers a reasonable and just resolution to dl of the issuesin this case. In essence, bdieving
that the public interest is best served by implementing a pilot program in atimely fashion, the partiesto
this case have chosen to build upon the Commission’s recent decisions concerning pilot programs for
Virginia Power and American Electric Power, and the adoption of Interim Pilot Rules. Though there are
differences as to policy and methodology, the parties were able to arrive at reasonable end results.
Moreover, atimely implementation of Rappahannock’s Pilot Program will enable the Cooperdtive,
consumers, competitive energy suppliers, the Attorney Genera, and the Staff to gain valuable
experience. This experience should facilitate further resolution of the remaining policy and
methodological differences.

| therefore RECOM M END that the Commission enter an order that:
@ ADOPTS the findings of this Report;

2 APPROVES Rappahannock’s Filot Program as modified by the atached Stipulation;
and

3 DISMISSES this case from the Commission’ s docket of active cases and passes the
papers herein to the file for ended causes.

COMMENTS

The parties are advised that pursuant to Rule 5:16(€) of the Commission’s Rules of Practice and
Procedure,” any comments to this Report must be filed with the Clerk of the Commission in writing, in
an origind and fifteen copies, within seven (7) days from the date hereof. The mailing address to which
any such filing must be sent is Document Control Center, P. O. Box 2118, Richmond, Virginia 23218.
Any party filing such comments shdl attach a certificate to the foot of such document that copies have
been mailed or delivered to al other counsel of record and to any party not represented by counsd.

Respectfully submitted,

Alexander F. Skirpan, J.
Hearing Examiner
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